This objective of this study is to examine the impact of audit quality on accounting conservatism in Turkey. Using three different measures of accounting conservatism, we report that audit quality, in terms of brand name auditor and industry specialist auditor, is positively related to conservatism. Our results hold after controlling for operating cash flow, leverage, firm age and sales growth. Overall, the evidence is consistent that accounting conservatism complements firms in the Turkish business environment that engage with high quality auditors to mitigate agency costs.
The agency theory is address to examine the monitoring role of the external auditor in aligning the interests between the agent and the principal (Jensen & Meckling, 1976; Watts & Zimmerman, 1986) . The external auditor is an essential mechanism of corporate governance to improve the reliability of the financial report. According to agency theorists, external auditors not only explicit of shareholders' interests; they also assist in corporate management work in terms of access to capital, decreased cost of capital and inherent restrictions on management actions (Firth, 1997) . Owusu-Ansah (1998) and Apostolou and Nanopoulos (2009) report that external auditors improve the disclosure quality and practices at firm and regulatory levels.
In this context, several studies have used different indirect measures for audit quality, such as audit firm size, to investigate the influence of audit quality. DeAngelo (1981b) analytically proves that audit quality of large audit firms, such as Big4 audit firms, is higher than smallsize audit firms . Several studies that have utilized audit firm size as a proxy for audit quality, have suggested that higher levels of audit quality by Big4 firms are associated with higher levels of earnings conservatism (Chung, Firth, & Kim, 2003; Iatridis, 2012; Krishnan, 2003) . Big4 audit firms possess high reputational capital and are exposed to greater litigation risk. Therefore, based on the proposition of the reputational capital theory, large audit firms are more likely to provide high quality services in order to protect their reputational capital (Beatty, 1989) . On the other hand, deep pockets advocators suggest that Big4 audit firms possess more wealth and capabilities; thus, they are more likely to provide high quality audit services in order to mitigate litigation risks inherent in audit services (Dye, 1993) . The rationale beyond the deep pockets hypothesis is that shareholders and other parties involved in contractual agreement are looking for big audit firms in order to gain restitution in case of any litigation risk. This is because big audit firms have more resources and wealth. Several previous studies have focused on examining the influence of audit firm size as a proxy for audit quality (Francis and Wang, 2008; Iatridis, 2012; Paulo, Cavalcante, & Paulo, 2013) ; auditor tenure (Ghosh & Moon, 2005; Stanley & DeZoort, 2007) on earnings conservatism. This study focuses on examining the association between audit quality measured by brand name auditor and industry specialist auditor on accounting conservatism. Several studies have investigated the association between audit quality Journal of Accounting, Finance and Auditing Studies 5/2 (2019) 1-23 6 measured by auditor brand name and earnings quality. Cano-Rodríguez (2010), for example, address the relationship between auditor brand name and conditional and unconditional accounting conservatism. The finding of the study shows that Big4 auditors enhance the quality of information by encouraging clients to increase conditional conservatism in their financial statements.
Using a sample of non-financial listed firms from two different institutional settings (common-law and code-law), Iatridis (2012) examined the influence of auditor brand name on earnings management and accounting conservatism. The results of the study indicate clients in common-law countries, like South Africa, are more conservative with high level of earnings quality as they react to bad news on a more timely basis. Becker et al. (1998) and Reynolds and Francis (2000) for example, report that high quality auditors (in their case, Big6) are more capable of detecting earnings management due to their superior knowledge; they also act to restrict opportunistic earnings management in order to protect their reputation. Becker et al. (1998), Francis, Maydew, and Sparks (1999) and Reynolds and Francis (2000) find that discretionary accruals for clients of Big6 auditors are lower than those of non-Big6 auditors. Teoh and Wong (1993) show a positive correlation between auditor brand name and earnings response coefficient.
In addition, few studies have directly tested the correlation between audit quality measured by industry specialist auditor and accounting conservatism. A number of studies have provided evidence that an industry specialist auditor gives a higher level of assurance than a non-specialist auditor (Beasley, Carcello, Hermanson, & Lapides, 2000; Craswell, Francis, & Taylor, 1995) . Balsam, Krishnan, and Yang (2003) investigated the correlation between industry specialist auditor and earnings quality. The findings suggest that earnings quality for clients of industry specialist auditors is higher than for clients of non-specialist auditors.
Using a large sample of clients of Big6 auditors, Krishnan (2003) examined the level of discretionary accruals on industry specialization. The findings of the study suggest that clients of non-specialist auditors have higher levels of discretionary accruals than clients of specialist auditors. The finding of the study is consistent with the perception that audit quality is higher for industry specialist auditors than non-specialist auditors. Owhoso, Messier, and Lynch (2002) report that the ability to detect errors within their industry by industry specialist auditors is greater than non-specialist auditors. Dunn and Mayhew (2004) document that disclosure quality of firms audited by industry specialist auditors is ranked higher by financial analysts. This suggests a positive association between industry specialist audit firms and financial disclosure quality. Gramling and Stone (2001) find that earnings of clients of industry specialist auditors are presented more accurately than clients of non-specialist auditors. Carcello and Nagy (2004) provide evidence from the US that there is a negative correlation between industry specialist auditors and financial reporting fraud.
Meanwhile, Lys and Watts (1994) find that there are no fundamental differences in the levels of auditor litigation between specialist and non-specialists auditors.
In summary, the results of prior studies on brand name auditor and industry specialist auditor are both in favour of and against the quality of audit. The recent Turkish Commercial Code was established in order to enhance the quality of audit and accounting information for firms listed on BIST. Audit quality depends to a large extent on its application of the practices of accounting conservatism by clients. Hence, this study investigates the effect of brand name auditor and industry specialist auditor on accounting conservatism.
Conservatism and Turkey
Studies on accounting conservatism go back a few decades and have been written by a number of well-known authors in the field, such as Basu (1997) and Watts (2003) , who investigated the impact of accounting conservatism on the financial statement and its users. Ruch and Taylor (2015) have two points of view regarding the informational roles of accounting conservatism. The first viewpoint sees the function of accounting conservatism as a technique to capture information used to measure the market value of equity for investment decision purposes; while, the second viewpoint is on the primary function of accounting conservatism as a technique to provide information that permits contracting parties to assess whether or not contract obligations are well performed. Contacting parties, especially creditors, prefer to see timely reporting of bad news about earnings. Since the main purpose of external audit is to certify that the financial statement is fairly presented, accounting conservatism is often utilized as a method of accounting quality (Francis, Schipper, & Vincent, 2005) . The principles of accounting conservatism have impacted accounting theory and practice for centuries (Basu, 1997) . Conservative reporting represents higher accounting quality compared to more aggressive accounting practices and involves the timely recognition of bad news in earnings (Basu, 1997; Ball & Shivakumar, 2005; Watts & Zimmerman, 1986; Watts, 2003) .
A few studies have investigated accounting conservatism in the Turkish setting. Balsari (2010) evaluated the influence of adopting the IFRS on the conservatism level of financial reports for firms in Turkey. The study results show that the adoption of IFRS boosts both timeliness and earnings conservatism (asymmetric timeliness). The influence of IFRS adoption is greater for financial firms, small-size firms and for firms having low debt levels. Audit quality is about the fair representation of financial information and a significant component of accounting quality is conservatism in reported earnings (Francis et al., 2005) .
Only a number of studies have investigated conservatism for firms in Turkey. Generally, previous studies have emphasized on the adoption and implementation of additional regulations, such as the IFRS and other regulations, following the financial crisis on accounting quality. Thereby, accounting conservatism is an appropriate topic to investigate the influence of auditor brand name and industry specialist auditors for firms in Turkey.
Research Hypotheses
Previous studies have suggested that firms audited by Big4 firms are more likely to present high quality audit, value relevant earnings and less accounting errors in their financial statement (Francis & Krishnan, 1999; Krishnan, 2003) . Meanwhile, these kinds of firms are subject to achieving more favourable audit reports. According to DeFond and Jiambalvo (1994) , big audit firms are more likely to produce an independent and objective audit report and less inclined to give into managers' opportunistic behaviour. In addition, firms audited by Big4 firms have less tendency for financial fraud (Carcello & Nagy, 2004) as well as high levels of earnings conservatism (Chung et al., 2003) .
Cano-Rodríguez (2010) examined the association between auditor brand name and accounting conservatism. The study results indicate that providing high audit quality by external audit firms promotes clients' request for high levels of conditional accounting conservatism. Iatridis (2012) finds that firms which engage with high quality auditor in common-law countries, such as South Africa, possess more incentives to implement high levels of accounting conservatism and high earnings quality as they recognize bad news on a timely basis. Becker et al. (1998) and Reynolds and Francis (2000) , for example, report that high quality auditors (in their case, Big6) are more capable of detecting earnings management due to their superior knowledge; besides, they restrict opportunistic earnings management in order to protect their reputation. Moreover, Lim (2011) indicates that there was a negative relationship between audit quality and accounting conservatism in 1998; while in 2002, clients hired high quality auditors and demanded high levels of accounting conservatism. This was due to the collapse of one of the big audit firms in 2002 that consequently attracted firms' attention to rely on the monitoring role of external audit firms.
H1: Turkish firms audited by Big4 auditors demand high levels of accounting conservatism.
Proponents of industry specialist auditors have suggested that specialist audit firms in a particular economic sector are necessary to obtain more knowledge and experience about clients' activities and to provide better services. Kwon (1996) reports that industry specialist auditors possess the industry expertise that leads to improving the understanding of clients' business. Thereby, audit firms specialized in a particular sector would be more able to provide high audit quality services and better quality of reported accounting information (Keefe, King, and Gaver, 1994; Sun and Liu, 2011) . Meanwhile, the fact that industry specialists can offer higher audit quality suggests that they could charge the client more or higher audit fees. According to Craswell et al. (1995) , audit firms develop industry-specific skills and expertise over and above ordinary auditors' expertise in order to obtain a reputation as industry specialist. Therefore, audit firms require normal returns on their investment in order to invest in industry expertise, and thus, be able to charge higher audit fees compared to non-specialist auditors. Keefe et al. (1994) showed that industry specialist auditors are correlated with less breaching of the Generally Accepted Auditing Standards (GAAS). Wright and Wright (1997) indicate that industry specialists have greater ability to produce alternative hypotheses when attempting to recognize accounting errors. Solomon, Shields, and Whittington (1999) investigated the knowledge of industry specialist auditors and find that they possess more insights into non-error explanations for unpredicted ratio fluctuations in analytical procedures. Owhoso et al. (2002) find that the effectiveness of detecting errors for auditors who are working within their industry is higher in staff working papers during the audit review process. Moreover, Balsam, Krishnan, and Yang (2003) and Krishnan (2003) evinced that industry specialist auditors are correlated with lower levels of earnings management.
In addition, the occurrence of fraud is lower (Carcello & Nagy, 2004) ; and the quality of firms' disclosure is better (Dunn & Mayhew, 2004) for firms audited by industry specialist auditors. Kwon, Lim, and Tan (2007) find a positive association between industry specialist auditors and earnings informativeness in an international setting of 28 countries with different legal and regularity frameworks. Furthermore, Krishnan (2005) provides empirical evidence that is consistent with the notion that specialist auditors acquire resources, industry expertise and the incentives to detect losses and encourage clients to in a timely manner. The author further indicates that clients of industry specialist auditors report losses in a more timelier manner than clients of non-specialist auditors. Therefore, this study assesses whether or not there is a positive influence of industry specialist auditors on the level of accounting conservatism in Turkish listed firms.
H2: Clients audited by industry specialist auditors are more conservative than clients
audited by non-specialist auditors.
Research Design

Sample
This study is based on a sample of Turkish firms listed on BIST from 2011 to 2015. Static panel data is employed in which the same firms serve on the panel over a five-year period.
The main advantage of using panel data is that it offers a sensitive measurement to the changes between points in time (Cavana et al., 2001) . The years from 2011 until 2015 are selected as the annual reports of all listed firms were available when data collection started.
Calculation of accounting conservatism
Following Ahmed and Duellman (2007), the main test of this study is based on accrual-based conservatism as suggested by Givoly and Hayn (2000) . The accrual-based measure of accounting conservatism includes income before extra-ordinary items minus cash flow from operations plus depreciation expense divided by total assets, and averaged over a 5-year period, cantered on year t, multiplied by -1. Positive values of accrual-based indicate greater conservatism. The essence underlying this measurement is that the result of conservative accounting is persistently negative. Conservative accounting is higher when the negative average accruals over the respective period is higher. Dividing over a number of periods indicates that the influence of any temporary large accruals are diminished, since accruals tend to invert within a one to two-year period (Richardson, Sloan, Soliman, & Tuna, 2005) .
Accrual-based measure of accounting conservatism is not influenced by economic rents or growth opportunities. Nevertheless, it ignores the influence of conservatism in prior periods; hence, it does not reflect total or accumulative conservatism.
The asymmetric timelines measure of conservatism estimated cumulatively over several R is the market adjusted stock returns at the end of the fiscal year t-5.
Auditor brand name and industry specialist auditor
Brand name auditor indicates whether or not firms are audited by one of the Big4 audit firms.
Brand name auditor is measured in this study following Balsam, Krishnan, and Yang (2003) , Caramanis and Lennox (2008) and Francis (2004) . The proxy for brand name auditor is AUDbig4 . Firms take a value of 1 if they employ one of the Big4 audit firms to audit their financial statements; and 0 if the firms employ non-Big4 audit firms as their external auditor.
To indicate industry specialization of the independent auditor, this study follows the measure used by Keefe et al. (1994) and Sun and Liu (2011) to categorize an audit firm as an industry-specialist. The proxy for industry specialization (AUDISA ) takes the value of 1 if the audit firm has clients from the same industry, representing 15% or greater of its net revenue, and otherwise, 0.
Regression model
The following regression model developed by Givoly and Hayn (2000) is used to assess the level of accounting conservatism. Meanwhile, this study includes the variables of brand name auditor (AUDbig4 ) and industry specialization (AUDISA ) to capture the influence of audit quality on accounting conservatism. Model 1 employed to test the hypotheses is explained as follows:
ACCRit-5 = β0 + β1 AUDbig4it-5+ β2AUDISAit-5 + β3OCFL + β4LEVE+ β5FAGE+ β6SAGR+ ε it-5 Where ACCRit-5 is accruals conservatism; AUDbig4it-5 is the log of auditor brand name; and
AUDISAit-5 is the log of industry specialist auditor. Following Ahmed and Duellman (2007), the control variables utilized in this study are firm size, leverage and litigation risk. Firm size represents the natural log of average total assets (" # ). Large firm sizes have higher political costs that encourage them to practice more accounting conservatism (Watts & Zimmerman, 1986) . Leverage is the total long-term liabilities divided by total assets ($%& ). According to Ahmed, Billings, Morton, and Stanford-Harris (2002), the level of conservatism is greater for firms suffering from high bondholder-shareholder conflicts.
Litigation risk is a dummy variable equivalent to 1 if the firm is in a technology sector, otherwise, 0 ($ ( ) . Ahmed and Duellman (2013) report that firms that have higher litigation risk would be more likely to adopt accounting conservatism to mitigate these risks.
Accounting conservatism is also measured in this study using the asymmetric timeliness by Roychowdhury and Watts (2007) . This asymmetric timeliness measure of conservatism is a computes Basu (1997) measure over the past three years in order to provide a better estimation for conservatism. The following equation is Roychowdhury and Watts' (2007) measure of conservatism, including the control variables (SIZ, LIT, LEV):
AUDbig4it-5+ β5AUDISAit-5 + β6OCFL + β7LEVE+ β8FAGE+ β9SAGR+ ε it-5 Model 2 Where NIit-5 is income before extraordinary items divided by beginning of fiscal year total assets; *+ an indicator variable that is equal to 1 if the market-adjusted returns for firm i during year t is negative, and 0, otherwise; is market-adjusted annual stock returns for firm i in year t.
Following Givoly and Hayn (2000) and Alam and Petruska (2012), we use an additional measure of accounting conservatism: Market-to-book (MTB) ratio. Model 3 provides the regression models utilized to investigate the relationship between external monitoring mechanisms (e.g., AUDBIG4 and AUDISA) with the MTB ratio of conservatism. The control variable, leverage (LEVE) is predicted to have a negative coefficient because profitable companies are more likely to possess lower leverage (Myers, 1977) . We predict a positive relationship between firm age (FAGE) with clients' incentive to engage with a strong monitoring mechanism. Older firms are more likely to be controlled by family founders and this could enhance their entrenchment effects (Liu, Ahlstrom, & Yeh, 2006; Wong, Chang, & Chen, 2010) . Thus, to create a protected environment for investors, particularly minority shareholders, older firms are likely to adopt high accounting conservatism (Al-Sraheen, 2014). We control for sales growth, measured by the annual percentage growth in total sales because sales growth is likely to influence ACCR for three reasons. First, sales growth will influence accruals, for instance, receivables and inventories, which in turn, influence ACCR.
Second, for firms with declining sales, accrual is likely a poor measure of accounting conservatism. Third, large growth in sales often inflates market expectations of future cash flows, which might influence ACCR. Cash flows from operations is another control variable in this study, and we predict a positive relationship following Ahmed et al. (2002) and Lennox et al. (2012) that profitable firms are more conservative than others. The regression results in Model 1 show that audit quality in terms of AUGBIG4 has a significant influence on the demand of clients for a strong monitoring mechanism in terms of accounting conservatism. The analysis in Table 3 shows that each brand name auditor leads to an increase in accounting conservatism by some 0.066 (0.66%). Prob > chi 2 0.000 0.000 0.000
Results and Discussion
Notes: * = significant at 10%, ** = significant at 5% and *** = significant at 1%.
This relationship is not only direct but also highly significant at the 1% level of significance (p = 0). This result concurs with that documented by Ararat et al. (2015a Ararat et al. ( , 2010 and Cano-Rodríguez (2010) . The implication is that there is a positive effect of AUGBIG4 on ACCR.
Brand name auditor has an essential role to maintain conservatism practices in reported earnings (Basu, 1997) . The results of AUDISA indicate that for every increase of specialist auditor, there is an increase in the level of accounting conservatism. The result shows a 25% impact on ACCR and this relationship is also highly significant at the 5% level of significance.
This reflects that AUDISA is more likely to enhance the quality of the financial report because audit firms specialised in a specific industry are more likely to apply high conservatism practices. This view is supported by Krishnan (2003) who report that auditees involved with industry specialist auditors, are less likely to be involved in high discretionary accruals. Vinten et al. (2005) argue that industry specialist auditors are more likely to reduce discretionary accruals adopted by management than non-specialist auditors. It is logical to suggest that AUGBIG4 and AUDISA are more experienced and prudent and they have strong incentives and abilities to select high accounting conservatism. This study's results are in line with the agency theory's propositions that corporate governance mechanisms are considered as important factors to mitigate agency cost between agents and principals. For the control variables, FAGE and OCFL are positively correlated with accounting conservatism; while LEVE and SAGR are negatively correlated with accruals conservatism.
The results of Model 2 and Model 3 are generally consistent with the result of Model 1.
However, the result of AUGBIG4 is decreased from 1% in Model 1 and 5% level of significance for both Model 2 and Model 3; while, the result of AUGISA is significant at the 5% level of significance for Model 2 and 1% level of significance for Model 3.
Conclusion
We examine whether audit quality, in terms of brand name auditor and industry specialist auditor, influence the quality of financial reporting, specifically accounting conservatism.
Using three different proxies of accounting conservatism, we find accounting numbers reported by Turkish firms are conservative. The research hypotheses are on the relationship between the quality of audit (e.g., brand name auditor and industry specialist auditor) and the level of conservatism. According to the evidence presented, we note that conditional conservatism is greater in the numbers reported by firms audited by Big4 auditors and industry specialist auditors as opposed to Non-big4 auditors and non-specialist auditors.
Therefore, Big4 auditors and industry specialist auditors provide higher quality audit services which positively influence the level of conservatism. We suggest that future studies include other attributes of corporate governance, particularly ownership structure or even the quality of accounting information, such as value relevance, earnings management and the relationship between the study constructs before and after the regulatory changes in 2012. In addition, other methods of data collection, such as questionnaire and interviews with analysts, auditors and professionals involved with the audit work could be used to verify that these professionals contribute to better quality of information.
